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KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 


1974 1975 1976 Bee 

NATIONAL INCOME AND PRODUCT 

Gross Domestic Product (Current Prices) 33-4736. - 352482: 33,367 
Gross Domestic Product (1970 Prices) 22,27% | 222304) 37-071 
Gross National Product (current prices) 32,400 335680 “31,893 
Gross Domestic Fixed Investment 8,918 10,683 10,046 
Government Consumption Ageia 5,089 5,199 
Private Consumption PS,921 ° 20,256 19,134 
Real Growth Rate (GDP) +7.02% +2. 2% +1.47% 
Per Capita GNP (Dollars at current prices) 1 2e7 1,326 Pe2eu 
Population (thousands) 24,942. 255471 .626, 110 


FINANCE 

Gold Reserves of Reserve Bank (1) 18.24 Zaye 12.69 
Other Foreign Exchange Reserves, Res. Bank(2) 281 567 413 
Money Supply (2) 5948 5877 5103 
Money and Near Money (2) 10829 11769 10773 
U.S. Direct Investment (book value) (3) 15457 1,578 NA 


TRADE 

Exports (excluding gold) (FOB) 4,623 4,944 5,007 
Export Value of Gold Output 3,796 3,479 2,698 
Imports (FOB) 8,492 9,202 8,548 
Exports to U.S. (4) 608 840 925 
Imports from U.S. 1,160 1,302 1,347 


INDICES (1970=100) 

Manufacturing (5) 127. 23% E234 
Mining (except gold) (5) DOT 132. 140. 
Consumer Prices 137. 156. 17S 
Employment (non-agricultural) 242. 114. 116. 


BALANCE OF PAYMENTS 

Visible Trade Deficit (Excl. Gold exports) 3,969 4,258 2,981 
Services Deficit 1543 1,920 1,608 
Current Account Deficit 1,492 2,509 1,742 
Longterm Capital Inflow (net) 1,126 25392 1,280 
Net Foreign Exchange Reserves (6) 772 92 =JoT 


PUBLIC FINANCE 

Exchequer Receipts (excl. borrowing) 73493 74.421 Leal... *46.5% 
Exchequer Issues 8,023 9,890 9,485 +14.2% 
Government Budget Deficit 849 2,470 2gee.. Jae 
External Public Debt 753 1,224 1,514 --4+46:762 


* Percentage change based on Rand values to avoid influence of exchange 
rate movements. 


Note on sources and exchange rates: Sources are South African except where 
noted. Data has been converted at one rand = $1.48 for 1974; one rand = 
$1.37 for 1975, and one rand = $1.15 for 1976. Figures for South Africa 
include Southwest Africa (Namibia). Notes to table: (1) Millions of fine 
ounces; (2) As of the end of the year; (3) U.S.data; (4) U.S. data-percentage 
change based on dollar value; (5) Physical volume of production; (6) Gross 
foreign exch. reserves, minus short-term foreign liabilities of Res. Bank, 
central government, and monetary banking institutions. 





SUMMARY 


South Africa suffered its most serious economic downturn of the post-war 
period during 1976, with Gross Domestic Product dropping to a 1.4% rate 
of real growth. The economy was able to avoid a widely expected negative 
growth rate (GDP) due to real increases in the value of non-gold mining, 
transport and communications, and government services. The inflation 
rate slowed somewhat in 1976 but remained in double digits at 112. 


In part, the weak economic performance in 1976 reflected the traditional 
cyclical lag effect of the 1974-75 worldwide recession on the South 
African economy. . However, with the downturn continuing well into 1977, 
it has proved more prolonged than normal cyclical factors would account 
for. This situation stems from a significant decline in the inflow of 
foreign private capital which has placed continued pressure on the 
balance of payments. This has in turn forced the government to continue 
restrictive monetary and fiscal policies well after they would normally 
have been reversed. 


Political uncertainties in southern Africa and disturbances in the Black 
urban townships of South Africa during 1976 were the main factors causing 
foreign investors to hold back. 


The first five months of 1977 have brought no evidence of an upturn in 

the economy and in many respects, including unemployment, the situation 
has continued to deteriorate. However bright spots have appeared in the 
economy in 1977 and should become increasingly important as the year 
progresses. These include a strong showing by non-gold mining exports, 

a recovery in the price of gold, a significantly better agricultural year, 
and perhaps most important a massive improvement in the trade deficit 

over the first four months of 1977. Helped by these factors, a moderate 
recovery is projected to begin in late 1977 or early 1978. The actual 
timing and strength of a recovery will be strongly affected by the economic 
growth rates in the US, Western Europe and Japan, as well as by political 
factors. Overall real growth (GDP) in 1977 is projected to remain around 
the same low level as the previous year (1-2%) while real growth in 1978 
is projected to recover to the 3% range. 


Economic and commercial relations between the United States and South 
Africa showed moderate growth in 1976. US exports to South Africa reached 
$1.35 billion (US figures) making the US the major supplier of South 
African imports and providing a favorable trade balance of $422 million. 
Commercial aircraft sales were a major factor in the improved US position. 
In 1976, South Africa formed 41% of the US export market in sub-Saharian 
Africa and 40% of US direct investment in Africa as a whole. Reflecting 
the overall decline in imports over the first four months of 1977 and the 
absence of new major aircraft sales, US exports to South Africa are 
expected to show a moderate decline for 1977 as a whole but should remain 
well above the billion-dollar mark. A return to a positive growth rate 

is expected in 1978. US direct investments in South Africa, which reached 
$1.58 billion at the end of 1975, remain stable. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


General Trends - National Accounts 


Gross Domestic Product (GDP) in South Africa grew by 1.4% in 1976, the 
lowest rate of real growth since World War II. When taken with the 

2,1% (revised) real growth rate in 1975, this marks the second consecutive 
year that real economic growth has remained below the 2.5% rate of 
population growth. GDP at current prices increased by 12.0% in rand 
terms to R29,015 million. Due to the distorting influence of the 
September 1975 rand devaluation, the US dollar equivalent, $33,567m, is 
actually lower than the 1975 figure (Percentage changes are based on 

rand values to avoid this distortion). On a quarterly basis, revised 
figures show declines in GDP at constant (1970) prices in the second 

and fourth quarters of 1976. A continued deterioration in South Africa's 
terms of trade in 1976 due largely to the drop in the gold price caused 
real Gross National Product to decline by approximately 1% At current 
prices, GNP reached $31,893 million (R27,733m) in 1976, a 12.4% increase 
over 1975. 


With the South African economy still feeling the lag effects of the 
1974-75 worldwide recession and under strong balance of payments pressure, 
economic observers had widely predicted a negative real GDP growth rate 

in 1976. The fact that the economy achieved even the low positive real 
growth rate that it did is attributable to the influence of continued 

high level government spending in the first half of the year and a 

strong recovery by the non-gold mining sector in the second half of the 
year. The contribution of general government services to GDP increased 

by 5% in real terms in 1976 while transport and communications grew by 

6%. The last category reflects the large number of capital infrastructure 
projects underway in 1976, financed largely by the government or 
parastatal agencies. These expenditures had a negative impact on the 
balance of payments in the first half of 1976 but did serve to expand 

the infrastructure for bulk mine exports. Non-gold mining was the other 
sector to show real growth in 1976 (4Z) with the performance in the second 
half of the year particularly strong. Stronger overseas demand for mine 
products and the opening of two new bulk ports were the major factors in 
this growth. All other sectors of the economy either declined or showed 
no growth. Manufacturing dropped by 0.5% in real terms, construction 3.52, 
wholesale and retail trade 2%, and agriculture and fishing 1%. Gold 
mining showed no change in real terms. 


c components of GDP, private consumption expenditure increased by 
1 in real terms and consumption expenditure by general government by 
6 On the other hand, gross domestic fixed investment declined by 

4 and inventories dropped by $465 million in real terms. 





South Africa's economic cycles traditionally show a time lag of about 

12 months after those of the industrialized countries of the west which 
form the major market for South African products. Thus, the performance 
of the South African economy in 1976 partially reflected the influence 
of the 1974-75 worldwide recession as well as the sharp decline in the 
price of gold over the year. While the actual GDP figures for the 

first quarter of 1977 are not available as of this writing, based on 

the leading indicators they are expected to show no growth or a small 
negative growth rate. While the recession in South Africa has not 
proved as deep as the negative growth rates which occurred earlier in 
many countries, it is proving more prolonged than normal cyclical shifts 
would account for due primarily to tight monetary and fiscal policies 
imposed by the balance of payments position. 


Balance of Payments and Trade 


The balance of payments emerged as the major constraint on economic 
growth in 1976. Overall the performance for the year was mixed with a 
deterioration of the capital account offsetting an improvement in the 
current account. The current account deficit for 1976 totalled R1,515 
million ($2,107m) down 17% from the 1975 level of R1,832 million 
($2,509m). While the yearly figure represents the second highest 
current account deficit in South African history, it masks a steady 
improvement over the year with the deficit in the second half of the 
year being only half (R501 million) ti level of the first half 
(R1,014m). The decline in the deficit over the year reflects both the 
generally depressed economic conditions and the restrictive monetary 
and fiscal policies of the government which gradually started taking 
effect in the second half of the year. One measure was a required 207 
deposit on most categories of imports which went into effect in August 
1976 and was removed in February 1977. 


Of the components of the current account, merchandise imports increased 

by 10.6% in value in 1976 to R7,433 million ($8,548 million). The import 
categories showing the largest increases were oil, defense equipment, 
textiles, commercial aircraft, and plastics products. Merchandise 

exports (excluding gold) increased by 34.12% to R4,481 million ($5,567m). 
This large increase stemmed primarily from the performance of non-gold 
mine exports, particularly diamonds, uranium, copper, coal and iron ore. 
The export value of the net gold output declined by 7.6% to R2,346 million 
($2,698m) due to lower gold prices. Services and transfers also showed 
little change with a combined deficit of R1,269 million ($1,459m). 


The capital account was the area which created most of the balance of 
payments difficulties in 1976. Traditionally South Africa has financed 
its current account deficits by a substantial net inflow of private 
foreign capital. However, in 1976, the net inflow of long term capital 
declined by 36% to R1,113 million ($1,280m) leaving a basic balance 
(current account deficit minus net long term capital inflow) of -R406 
million ($466m) compared with R86 million in 1975. Even more troublesome 
however, were short term capital movements (not related to reserves) which 
showed a net outflow of R654 million ($752m) of which R433m was from the 





private sector. Together the basic balance and short term capital 
flows (not related to reserves) produced a deficit of R1,056 million 
($1,214m), most of which the Reserve Bank had to cover by short term 
foreign borrowing. 


The cause of the decline in the capital inflow is generally attributed 
to concern among foreign investors over political events in southern 
Africa,particularly the outbreaks of internal political unrest which 
occurred in the Black urban townships of South Africa in mid-1976. The 
actual physical impact on the economy due to the incidents of unrest was 
minimal, but the negative psychological atmosphere they generated among 
foreign investors is considered the major factor behind the drop in 
foreign loans and equity investments. Direct investments appear to 

have remained stable in 1976. 


As a result of these pressures on the capital account, gross foreign 
exchange reserves dropped by 20% in 1976 to R887 million ($1,020m) 

of which the Reserve Bank held R734 million. The Reserve Bank's foreign 
exchange holdings at the end of 1976 included R375 million ($431m) 

in gold valued at an "official" price of $34 per ounce. With the 
forthcoming elimination of the official IMF gold price, the gold reserves 
are expected to be revalued to a price in the vicinity of the current 
market price per ounce which would add around $1,250 million to reserves. 


Reflecting the Reserve Bank's short term foreign borrowings in 1976, 

net foreign exchange reserves, defined as gross reserves minus the short 
term foreign loans of the Reserve Bank and the monetary banking sector, 
declined by R1,056 million ($1,214m) to -R745 million ($856m). The 
rebuilding of these reserves has become one of the highest priorities 

of government policy. 


In the first four months of 1977, preliminary figures show the balance of 
payments improved sharply. Imports (excluding oil and defense equipment) 
into the southern Africa customs area totalled R1,708 million ($1,964m), 
down 19% from1976 while exports (excluding gold bullion) were R1,656 
million (1,904m), up 16%. This leaves a visible trade deficit in the 
January-April period of 1977 of R52 million ($60m) compared to a deficit 
of R676 million ($780m) in the same period of 1976. The categories not 
included in the preliminary statistics are likely to increase the actual 
current account deficit for the period somewhat, but based on the performance 
of the first four months, a current account deficit for 1977 as a whole 

of well under R500 million ($575m) appears likely. A significant factor 
in this will be the government's restrictive monetary, fiscal and trade 
policies which are serving to reduce imports. Among the recent measures 
is a 15% import surcharge which was contained in the revenue measures 
announced in the FY 77/78 budget, effective March 31, 1977. Products 
covered by GATT commitments, petroleum products and government imports 

are exempted, leaving an estimated 40%-45% of imports covered by the 
surcharge. The Minister of Finance described the surcharge as a temporary 
revenue measure and indicated he hoped to remove it toward the end of 

the 1977/78 fiscal year. 
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At the end of April 1977, gross gold and foreign exchange reserves of 
the Reserve Bank totalled R757 million ($870m). Of this, gold reserves 
amounted to R287 million ($330m) at $34 per ounce. These figures 
reflect a gold swap arrangement concluded in late April of about 3 
million ounces of gold. This lowered the amount of gold reserves 

from R375 million to R287 million but strengthened overall reserves by 
R94 million and enabled the Reserve Bank to pay off an estimated R250 
million in foreign short term loans. 


Prices and Labor 


The rate of inflation in South Africa declined somewhat in 1976 compared 
to the previous year but still remained at a relatively high level. 

The Consumer Price Index increased by an average of 11.1% in 1976 as 
against 13.5% in 1975 and 11.6% in 1974. The continued pressure on 
prices in the face of generally recessionary conditions is attributed 

to higher prices for imported goods due in part to the rand devaluation 
in September 1975 and large increases in government administered prices. 
In the last quarter of 1976, consumer prices dropped to a 9.0% rate of 
growth but climbed sharply in the first quarter of 1977 to a 13.72 
annual rate. The jump in the first quarter of 1977 reflects a number 
of substantial increases in government-administered prices such as 
gasoline, rail rates, electricity rates and bread. These increases in 
turn are believed to reflect the fact that both the government and its 
parastatal agencies are being required to finance a greater portion of 
their capital requirements out of current income. Wholesale prices in 
1976 showed a similar trend to consumer prices, although their rate of 
increase declined to 15.1% from an 18.0% level in 1975. 


The prolonged downturn in business conditions has caused overall 
employment levels to stagnate and unemployment to increase significantly. 
Registered unemployment of Whites, Coloreds and Asians grew from 

10,568 in February 1976 to 22,207 in February 1977, more than doubling 
in a 12-month period. The unemployment figure for February 1977 
represents about 1% of the work force in those groups. However the most 
serious unemployment problem is in regard to Black workers. Unemployment 
statistics on Blacks are not compiled by the Governments and estimates 
vary widely. This is due in part to the difficulty of categorizing 
underemployed workers in the semi-subsistance agricultural sector of the 
Black homelands. Nevertheless there is general agreement that Black 
unemployment increased substantially in 1976 and continued to do so in 
the first four months of 1977. Preliminary figures indicate overall 
Black employment in non-agricultural sectors showed a slight decline of 
about 1.5% over 1976 to approximately 2,530,000. The most frequently 
cited estimate by economists for Black unemployment is one million 

(13% of the work force) at the end of 1976, of which about 400,000 
represented under-employed workers in the homelands. However, the growth 
in Black unemployment appears to have accelerated in the first four 
months of 1977 and an estimated level of around 1.25 million by mid-year 
seems increasingly likely. 
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A significant trend was the decline in real wages (non-agricultural) 

by -1.4% in the first three quarters of 1976 compared to the same period 
in 1975. Real wages of non-Whites showed a 1.7% increase in the 

period while wages of Whites declined by -3.2% in real terms. This is 
consistent with the trend of recent years whereby non-White wages 
increased while White wages remained stable in real terms, although the 
gap in rand terms continues to grow. 


Industry 


The manufacturing sector together with the construction sector have 

been among the areas most severely affected by the economic dowturn. 

The average index of the physical volume of manufacturing declined by 
6.3% (seasonally adjusted) in the twelve months ending February 1977. 
Utilization of industrial capacity stood at 76% as of March 1977. Areas 
particularly hard hit have been motor vehicles, industrial chemicals, 
electrical machinery and plastic products. New car sales declined to 
185,000 in 1976 compared to 228,000 in 1975. The iron and steel industry 
fared somewhat better in 1976 with production of liquid and pig iron 

up by 12% in volume while production of steel ingots rose 9%. The value 
of iron and steel products according to provisional statistics increased 
by 4% in 1976 to R936 million (1,080m). In the construction industry, 
the value of buildings completed in 1976 increased 4%, substantially 
below the inflation rate. The value of building plans approved in 1976 
was up by 12% in 1976 but in the first quarter of 1977, the value of 
building plans approved was down 36% on the same quarter in 1976. 


Mining 


Overall the contribution of the mining sector to Gross Domestic Product 
increased by 2.5% in real terms in 1976. However the two main categories 
of the mining sector, gold and non-gold mining, showed divergent trends 
during the year. Non-gold mining grew by 4% in real terms making it one 
of the strongest sectors in the economy while the contribution of gold 
mining to real GDP showed a zero growth rate, reflecting the lower gold 
price. The difference is even stronger in the export area with the value 
of gold exports declining by 7% to R2,346 million ($2,698m), while 
exports of the major categories of mineral ores and concentrates were 

up 26% to R1,191 million ($1,369m). Diamonds made a particularly 

strong showing in 1976 with the value of sales rising to R215 million 
($247m), excluding Namibia, compared to R174 million in 1975. The same 
can be said of uranium (U30g) which increased 142% in volume to 3.3 million 


kilograms (excluding Namibia) and in value by 60% to R62 million ($71.3m) 
in 1976. 


The volume of gold production in 1976 was 22,935,488 ounces, virtually 
the same as in 1975. Excluding Namibia, chrome ore production was up 
20% to 3.1 million metric tons, iron ore up 272% to 15.6 million tons, 
platinum up 6% to 1.7 million ounces, and coal up 10% to 76.4 million 
tons. Manganese was virtually the only non-gold mining product to show 
a production decline to 5.5 million tons (down 5%). The increases in 
iron ore and coal production (and exports) reflect the opening of two 
large bulk handling ports in 1976, the Saldanha Bay - Sishen project 
for iron ore and Richards Bay for coal. 
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The outlook for the mining sector remains promising for 1977. The value 

of mineral and base metal exports in the first four months of 1977 were 

57% higher than the equivalent period in 1976. Mining exports will also gaiin 
help by the fact that Saldanha Bay and Richards Bay projects will be in 

full operation all of 1977. The recovery of gold prices to the $140-$150 
level in the first five months of 1977 raises expectations of a better 
performance by the sector. 


Agriculture 


Agriculture had a rather poor year in 1976 due to excessive rains and 
poor market prices for certain key crops. However the outlook for 1977 
is more promising and a substantial increase in exports, particularly 

of maize is expected. Wool was about the only agricultural product to 
do well in 1976 due to strong world prices. The maize crop was down to 
7.3 million metric tons from 9.1 million tons in 1975. Sugar production 
increased, but due to lower world prices, the value of exports declined 
by 10% to R186 million ($214m) in 1976. For 1977, production of the key 
maize crop is projected at 9.6 million tons which will increase export 
availability from 1.5 million tons in 1975 to 2.9 million tons. Sugar 
available for export is expected to again increase in 1977 but uncertain 
world sugar prices make the value hard to estimate. Overall the 
agriculture sector should show growth in real terms in 1977. 


Government Finance 


Through the first half of 1976, government expenditures continued to 

act as one of the main expansionary influences on the economy. However, 
in the second half of the year, the policy of fiscal restraint which the 
government had earlier introduced gradually took effect and government 
expenditures grew at a slower rate. For the FY 76/77 fiscal year 

which ended March 31, 1977, expenditures were R8,294 million ($9,538m) 

up 18% over FY 76/77, while revenue was R6,750 ($7,762m) leaving a 
deficit of R1,544 million ($1,775m) which was financed through loans 

and bonds. In keeping with the Government's announced policy of giving 
first priority to strengthening the balance of payments, the budget 

for FY 77/78 presented on March 30, 1977, was moderately deflationary 
with growth in government expenditures limited to 7.8%, a decline in 

real terms when compared to the 11% inflation rate. The largest area 

of growth was defense expenditures which were increased by 212 to 

R1,654. In spite of the fact that the actual level of expenditures 
declined in real terms, the increasing difficulty in raising funds 

abroad required that a higher percentage of total government expenditures 
be raised from current income. Therefore the projected deficit in FY 77/78 
was reduced to R1,088 million ($1,25lm) based on expenditure of R8,960 
million ($10,304m) and revenue of R7,697 million ($8,85lm). To achieve 
this reduced deficit required a significant increase in revenue which 
involved increases in a wide variety of indirect taxes. The most 
significant single measure was a 15% surcharge on imports not covered by 
GATT commitments or state purchases. The levels of personal income and 
corporate tax were left largely unchanged. As a result of the new revenue 
measures, the budget is expected to put significant pressure on the 
consumer price index over much of 1977 and, by shifting resources from 
the private sector to the government, retard any economic recovery. 





Future Economic Prospects 


GDP statistics for the first quarter of 1977 have not yet been published 
as of the time this report is written but the leading economic indicators 
show that the South African economy remained in a strongly recessionary 
phase. The major factor causing the continuation of the downturn 

beyond the normal cyclical shift has been the determination of the 
Government to give first priority to a restoration of the balance of 
payments situation. The restrictive monetary and fiscal policies which 
this involves are acting as major brakes to any recovery. As the 
restoration of the balance of payments and the rebuilding of foreign 
exchange reserves is expected to require’most of 1977, the general 
economic outlook is for 1977 as a whole to see a continuation of the 
very low level of economic growth which prevailed in 1976. Growth in 
real GDP in 1977 is expected to again be in the range of 1-2%. However, 
a deterioration in market prices for some of South Africa's key exports 
could reduce this to zero growth. 


In spite of the poor prospects for 1977 as a whole, there are some positive 
economic trends in the economy which will become increasingly important 
as the year progresses. These include the steady expansion of non-gold 
mine exports, the recovery of the gold price from the low levels of 
1976, a better agricultural year, very low levels of inventories, and 

an expected substantial improvement in the balance of payments. As a 
result of the growing impact of these factors on the economy, it is 
expected that a gradual recovery will begin in the last quarter of 1977 
or the first: quarter of 1978. Due to continued shortfalls in the inflow 
of foreign capital, the recovery in 1978 is likely to be of modest 
proportions, with real growth probably in the range of 3-3.52. 


The foregoing projection, however, is based on several assumptions of 

both an economic and political nature. On the economic side is the 
assumption, that the economies of the United States, western Europe and 
Japan will continue to grow at about their current rate, thereby providing 
an expanding market for South African mine products. A related assumption 
is that a drastic and sustained fall in the price of gold, e.g. to below 
$120 per ounce, will not occur. Political factors have played a significant 
role in prolonging the current downturn through their discouragement of 
foreign capital inflows. South Africa is in the process of reducing its 
dependence on foreign capital but political factors continue to have the 
potential to exercise a significant adverse impact on the economic 
situation. The present projections of a recovery in 1978 are based on 

the assumption that the current internal political situation will not 
undergo a major prolonged deterioration in this timeframe and that 
external political factors will not seriously affect the country's major 
trade relationships. 





An important prerequisite for the projected economic recovery in 

1978 is a substantial improvement in the balance of payments in 

1977. With capital inflow expected to remain at lowered levels in 
1977, the current account deficit must be reduced to below the capital 
inflows and thus allow a rebuilding of reserves. This is the primary 
goal of current government monetary and fiscal policy. The 
preliminary first quarter trade figures for 1977 show a massive decline 
in the visible trade deficit strengthening the expectation that the 
current account deficit will be below R500 million ($575m) and 
possibly even below R250 million for the year. (This compares with 

a deficit of R1,515 million in 1975.) It is expected that even the 
reduced levels of capital inflow should be adequate to cover a deficit 
of this size and permit rebuilding of net foreign exchange reserves. 
The degree to which reserves can be rebuilt will depend heavily on 


the prices which South African mine exports bring over the course 
of 1977. 


The Government's Economic Development Plan (1976-81) asserts that 
structural changes in the economy make it infeasible to attain 
previously projected growth potential and a rate of more than 3-42 
over the period cannot be expected. However, at any growth rate under 
5%, the number of unemployed will increase, no doubt affecting the 
Black labor force with particular severity. 


In spite of the continuation of the economic downturn, the inflation 
rate is not expected to drop significantly in 1977. This stems from 
increases in government administered prices and the rates of various 
parastatal agencies such as the railroads and electrical commission. 
Also the increases in indirect taxes announced in the FY 77/78 budget 
and reductions in food subsidies gave a further spur to prices. The 
result is that in spite of weak demand, the level of price increases 
is expected to remain at or slightly above current levels in 1977, 
most probably around 122. 


IMPLICATIONS FOR THE UNITED STATES 


In spite of the economic downturn in South Africa, economic and 
commercial relations between the United States and South Africa continued 
to expand in 1976 with the United States becoming the largest exporter 
to South Africa. US statistics show that US exports to South Africa 
reached $1,348 million in 1976, a 3.5% increase in dollar terms. 

This compares with an overall decline in total South African imports 
when converted to dollar terms of 7.6%, The South African statistics 
show a somewhat larger increase of US origin imports of 7.9% in dollar 
terms. As a result of the more rapid increase in US origin imports, 
the US share of the South African import market (excluding oil and 
defense equipment) expanded to 21% in 1976 compared to 18% in 1975. 
This was enough to move the United States from third to first place 
among exporters to South Africa. South Africa represented 412% of US 
exports to sub-Saharan Africa in 1976. 





The improved US performance in 1976 was helped in large measure by 
sales of commercial aircraft, particularly five 747 jets which added 
approximately $185 million to US origin imports. As a result, the 
category of vehicles, aircraft and parts increased to $461 million, 

up 49% from 1975. The other main categories of imports from US 
exports were machinery, mechanical appliances and electrical equipment 
($469 million), chemical products $122 million, and paper products 
($64m). 


Exports to the United States from South Africa totalled $924 million 

in 1976 (US statistics) leaving the US a favorable trade balance with 
South Africa of $424 million. The main categories of exports were 
diamonds ($287 million), platinum groups metals ($144m), ferromanganese 
($46m), and ferroalloys, largely ferrochrome, ($38m). South Africa 
traditionally provides about the following percentages of US imports 
of key minerals and metals--chrome 30%, ferrochrome 352%, ferromanganese 
362, platinum group metals 482, antimony 432, vanadium 572, and 
chromite 212. 


The outlook for US exports to South Africa in 1977 is less favorable 
than in 1976. Preliminary statistics for the first four months of 1977 
show overall imports (excluding petroleum and defense equipment) were 
down 19% compared to the same period in 1976. It is unlikely that a 
drop of this magnitude will be sustained over the entire year but a 
decline in imports appears likely, particularly in light of the 15% 
import surcharge. In the case of US origin imports, the absence of 

the major commercial aircraft sales which occurred in 1976 will tend 

to further reduce the level of imports, probably resulting in a decline 
of around 7% for the year. It is also doubtful that the US will be 
able to maintain its top position among exporters to South Africa 

in 1977. With an economic recovery expected in 1978, however, US 
exports should again begin a gradual growth. As regards US imports 
from South Africa, these should grow steadily in 1977 with South 
Africa becoming an even more important source of chrome ore and ferro- 
chrome as a result of the US closing off imports from Rhodesia. 


In spite of the generally poor business conditions existing in 1977, 
there are areas which show promise for US exports. Mining is the sector 
expected to show the largest real growth in 1977 and therefore should 
continue to provide a substantial market for American capital equipment 
with open cast mining and coal mining equipment areas of particular growth. 
Containerization and materials handling and loading equipment remain 
areas of strength. Of the number of large government-financed infra- 
structure projects begun in the 1974-76 period, several have been 
completed such as the ports at Richards Bay and Saldanha Bay. However, 
others such as the $2 billion Sasol II oil-from coal project and the 

$1 billion Koeberg nuclear power generating plant are still in the 
early stages of construction although the latter stages of contracting. 
Major projects now emerging tend to be fewer and of smaller size, such 
as the $35 million electrical generating program of the City of 
Johannesburg. 





Areas which market research and other sources have shown offer 
significantly expanded opportunities for US exports between 1977 and 
1980 besides mining equipment are process control instrumentation, 
electrical generating and measuring equipment, commercial and 
industrial safety equipment, instrumentation for the petro-chemical 
industry, medical and surgical equipment, and data processing equipment. 
As imports become progressively more expensive, interest is increasing 
in licensing agreements for local production. 


United States direct investment in South Africa reached $1.58 billion 
(US figures) at the end of 1975 representing 18% of total direct 
investment in South Africa and 40% of US investment in Africa. More 
recent statistics are not available on changes in US direct investment 
in 1976 but the level is believed to have remained relatively stable. 
In keeping with the overall investment pattern, few new firms have entered 
the market but a number of the established firms are continuing to 
expand internally. This can be expected to produce a small increase 
in the overall value level of US investment. Figures on the flow of 
US capital for loans and stock purchases are also unavailable but 

are believed to be down from previous years. 


The United States Government neither encourages nor discourages American 
investment in South Africa. American companies considering investment 

in South Africa will wish to take into account the current political as 
well as the economic situation. The internal political unrest, while 

not doing significant damage to the economy, has raised doubts about 
long-term stability as long as legal discrimination is imposed on the 
non-White groups which constitute more than 80% of the population. 
Potential and current US investors should also give careful consideration 
to relations with their Black labor force. The United States Government 
strongly urges US firms to assume sufficient responsibility for the 
adequacy of their compensation and other benefits to permit a decent 
standard of living for all their workers. Training should be offered and 
opportunities for job advancement provided. Guidance on employment 
practices in South Africa is available from the Embassy and Consulates 
General in South Africa and from the U.S. Departments of State and 
Commerce in Washington. 
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